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INTODUCTORY CHAPTER 
aPEGTiiUM OF FIxlArJGI^ INSTITUTIONS 
One o f t h e aiain t h r u s t s of I n d i a ' s p l a n n i n g e f f o r t 
has been about rap id i n d u s t r i a l i s a t i o n in the c Juntry t o 
r a i s e both income and eaiployaent l e v e l s . In t h i s c o n t e x t , 
e s t a b l i s h i n g f i n a n c i a l i n s t i t u t i o n t o raeet t e r m - f i n a n c e need 
of the indus t ry i s a noteworthy s t e p . 
The f i r s t s t e p taken in t h i s d i r e c t i o n v/as in 1 9 ^ 
when I n d u s t r i a l F i n a n c i a l c o r p o r a t i o n of Ind ia was s e t u p . 
Since then soae more a l l I nd ia te rm-lend in--; i n s t i t u t i o n s wi th 
t h e I n d u s t r i a l Development Bank of I n d i a a t the apex have 
been s e t up . To-day I n d i a has a r e l a t i v e l y we l l developed 
i n s t i t u t i o n a l s e t up f o r p r o v i d i n g term f inance for the i n d u s -
t r y . The bulk of the t e r a f i n a n c i n g r e q u i r e a e n t s of i n d u s t r y 
i s s e t by t h e s e i n s t i t u t i o n v i z . I n d u s t r i a l Development Bsink 
of Ind ia (ID,.:!), I n d u s t r i a l Finance Corpora t ion of l n d i a ( I F G I ) 
and I n d u s t r i a l C r e d i t and Investraent Corpora t ion of I n d i a 
( IGIGI) ; 3 a l l Ind ia inves tment i n s t i t u t i o n s v i z . L i f e I n s u -
r ance Gorporat ion of I n d i a , Unit Trus t of I n d i a and General 
Insu rance Corpora t ion of I n o l a , 18 S t a t e F i n a n c i a l Corpora t ion 
Si 
(^ 
(3FG) l ike Assaa SFG,Gu:irat SFC,Delhi SF3 e t c . and over 25 
State I n d u s t r i a l Development Corporations (SIDG) l i k e Gujrat 
I n d u s t r i a l Development Gorporation, Punjab I n d u s t r i a l Develop-
ment Corporation e t c . i^sides these, term-lending ins t i tu t ion i i^ 
corriLiercial banks also play a s i gn i f i c an t r o l e in such f inan-
cing not by extending d i r e c t term loans to industry but by 
providing resources support t o the term lending i n s t i t u t i o n 
through purchase of t h e i r bonds. 
Financial I n s t i t u t i o n s ; 
Jill the f inanc ia l i n s t i t u t i o n may be broadly divided 
in to three categoirLes. 
( i ) Development banks. 
( i i ) Financial i n s t i t u t i o n s other than development 
banks. 
( i i i ) Commercial banks. 
Development banks^; 
Following three development banks are in operat ion 
OQ'the na t iona l l e v e l . 
( i ) I n d u s t r i a l Development jaak of India (IDBI) 
( i i ) I n d u s t r i a l Credit and Investment Corporation 
of India ( IGICI) 
( i i i ) I n d u s t r i a l Finance Corporation of India (IFGI) 
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Industrial peyelopaent Bank of India ( IDBI) 
IDBI was originally set up in July, 196^ as a wholly 
owned subsidiary of Reserve liank of India for providing 
credit and other f a c i l i t i e s for the development of industry 
and for matters connected therev/ith. In 1976, i t v/as delinked 
ftom R3I and since then i t s ownership vests in the Central 
Goverliment. At present A unique feature of ID.Jl s ta tute is 
that i t has been assigned the roie of principal f inancial 
ins t i tu t ion for Co-ordinating, in conformity with the national 
p r io r i t i e s , the ac t iv i t i e s of the ins t i tu t ions engaged in 
financing, promoting, or developing industry. Thus IDBI has 
the responsibility ip co-ordinate and monitor the schemes and 
ac t iv i t i e s of the a l l India as welD. as State-level f inancial 
Ins t i tu t ions . 
IDJSI has been assigned a special role to play in the 
matter ofs 
(a) planning, promoting and developing industr ies to 
f i l l v i t a l gaps in the industrial s t ructure; 
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(b) providing t echn ica l and adminis t ra t ive a s s i s t ance for 
proaxjtion, management or expansion of indus t ry ; and 
(c ) undertaking majzet and investment research and survey 
as a lso techiio-ecoooaiic s tud ies in connection with 
the development of i n d u s t r y . 
Ifesides above,IDBI a l so performs the function of an 
Export Import Bank of the country, 
IDBI is^^powered to finance a l l type of i n d u s t r i a l 
concerns engaged or to be engaged in the manuiacture, p ro -
cessing or preservat ion of goods, or in mining, shipping, 
t r anspor t , ho te l industry , generation or d i s t r i b u t i o n of 
power, f ishing or providing shore f a c i l i t i e s for f i sh ing or 
in the maintenance, r e p a i r s , t e s t i n g or se rv ic ing of machinery 
o r veh ic les , vesse l s e t c . , or for the s e t t i n g up of indus-
t r i a l estate,/^The Bank can a lso a s s i s t i n d u s t r i a l concerns 
engaged in the research and development of any process or 
product or i n providing spec ia l or technica l knovjledge or 
other services for the proaiotion of i n d u s t r i a l growth. Besides 
IDBI provides finance for export of engineering ^ o d s and 
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and s e r v i c e s on deferred, payment b a s i s . 
IDBI o p e r a t e s v a r i o u s schemes of f i n a n c i a l a s s i s t a n c e 
These a r e j 
1« D i r e c t A s s i s t a n c e . 
2 . Soft Loan Scheme. 
3 . Seed c a p i t a l A s s i s t a n c e . 
h» Technica l Development Fund Scheme. 
5* Development A s s i s t a n c e Fund. 
6 . Hefinance of I n d u s t r i a l l o a n s . 
7 . B i n s Re-discount A s s i s t a n c e . 
8 . Overseas Inves tment Finance scheme. 
9 . Export Finance and c o u n s e l l i n g . 
10 . S u b s c r i p t i o n to sha re s and Bonds of F i n a n c i a l 
I n s t i t u t i o n . 
I n d u s t r i a l C red i t and Inves tment Corpora t ion of ;rndi?^(IGIGI) 
IGIGI was s e t up i n 1955 ^^d. i s t he major source of 
f o r e i g n exchange loans t o p r i v a t e i n d u s t r y i n I n d i a . 
IGIGI has a s e r i e ^ o f l i n e s of c r e d i t i n f o r e i g n exchange 
from t h r e e sourqes ; 
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( i ) the World Bank, ( i i ) West German Development Banks; and 
Ci i i ) Overseas Development Authori ty . 
Memorandum of ^-socla t ion of IGIGI a u t h o r i s e s i t 
to undertake the usual functions of an i n d u s t r i a l develop-
ment finance Company v i z . medium and long-term lending 
invest ing i n equ i ty , underwrit ing shares and debenture i s s u e , 
guaranteeing loans and providing managerial and t echn ica l 
ass i s tance to e n t e r p r i s e s . 
In keeping with i t s ro le as a development bank, IGIGI 
seeks to promote nev; entrepreneurs and identi|y^_prxi4ects in 
backward a r e a s . Promotion of rin*al development aosii^tSlJicx p ro j ec t s 
forms one of the many development a c t i v i t i e s of the Corporat ion. 
In the course of i t s normal opera t ions , IGIGI c lose ly follows 
the guidelines formulated iay Government for i n d u s t r i a l f inan-
c ing . While bearing in mind general p r i o r i t i e s l i ke labour 
intensive technology, employment or iented i n d u s t r i a l i s a t i o n and 
export oriented p r o j e c t s , IGIGI i s a l e r t to the needs of the 
nation economy and accords grea ter p r i o r i t y to those (industry 
requir ing f inanc ia l a s s i s t a n c e . 
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s t a t i s t i c s : ( Source: ificonomic Times iiesearch Beaureau) 
(a) Sanction: Data ava i lab le witness t h a t , in I982, IGIGI 
sanctioned a t o t a l f inanc ia l a ss i s tance aaiounting to :is.386.72 
cro3?e- an Increase of 21.5 percent over those of r;3.3l8.!+0 
crore in 198lf sanctioned in rupees aaiounted to ii3.270.6^ 
crore agains t ns.191.72 crore l a s t y e a r . Foreign currency-
sanctions were, however a t fls.116.08 crore aga ins t ii3.126.68 
crore preceeding y e a r . 
Disbursement: 
In 1982 IGIGI disbursed F^.295.11 crore aga ins t ?&,22h,7'2 
crore , an increase of 313 percent . Foreign exchange d i sbur se - '^ ) 
ment a t lis.101.81 crore^was higher than the previous year f igu re 
of Pj>.88.27 crore . 
Incomet 
The gross income of the Corporation rose from PiS.79»90 
crore in I98I to Hs.116.05 crore in 198a» The p r o f i t before tax 
has ra i sen from its.i9.7l crore to rs.30,37 c r o r e . The net p r o f i t 
i s higher a t 03.18.77 crore aga ins t Bs.12.53 c r o r e . 
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I n d u s t r i a l Finance Corporation of India ( IFQI ) ; 
The ISOI was se t up i n 19^8, and a f t e r the formulation 
of IDBI, i t became IDBI's subs id ia ry , l l though IFGI major 
area of operation is providing rupee f inance, they a l so gjfena 
give foreign exchange l oans . 4y and l a rge , the terms and 
condit ions are more or l e s s the same as in the ease of IDBI. 
This i n s t i t u t i o n i s discussed in d e t a i l in next fqllovving 
chap te r . 
The t o t a l a s s i s t ance sanctioned during the period of 
3^ years of i t s exis tence amounted to F'3.1553»5'' crore covering 
1572 i n d u s t r i a l projects of I302 i n d u s t r i a l concerns spread 
over a l l the country. Such ass i s t ance was extended t o 216 
projects of 215 concerns in Go-operative s e c t o r , 123 p r o j e c t s 
of 121 concerns in jo in t s ec to r , 1^ '9 p ro jec t s of 9I concerns 
in public sec tor , 107lf p ro jec t s of 895 concerned in the p r i va t e 
corporate s e c t o r . 
Other a l l India f inanc ia l I n s t i t u t i o n s : 
£L1 India f i nanc i a l i n s t i t u t i o n s other than develoioment 
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banks are : 
( i ) Life Insurance Corporation of India. 
( i i ) General Insurance Corporation of India and i t s 
subsidiaries. 
( i i i ) Unit Trust of India . 
Life Insurance Corporation of India ( LIC): 
The Lie came into being in 1956 as a statutory i n s t i -
tution, set up under the Life insurance Corporation Act of 
1956, after nationalisation of l i fe insurance business in the 
country. The main purpose of the Corporation is to carry on 
l i fe insurance business. The LIC has gradually developed 
into a specialised a l l India financial i n s t i t u t i on . I t plays 
an important role in the capi ta l Market of the country and i s , 
a t present one of the three largest ins t i tu t iona l investors 
in In<iia. 
With a view to diversifying i t s investments, the LIG 
invests in shares of promising indus t r ia l enterpr ises , grants 
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l o a n s on mortgage o f f i xed a s s e t s and under w r i t e s new 
i s s u e s . I t ma in t a in s c l o s e c o n t a c t s wi th o t h e r t e r m - l e n d i n g 
f i n a n c i a l i n s t i t u t i o n s . 
General Insurance Corpora t ion of I n d i a (GQI) and i t s s u b s i d i a r i e s 
GIG was s e t up i n 1972 fo r c a r r y i n g on g e n e r a l i n s u -
rance bus iness v i z . F i r e , i n c l u d i n g c o n s e q u e n t i a l l o s s , Motor 
Marine and Misce l l aneous . I t has fo l lowing four s u b s i d i a r i e s , 
v i z I 
1. Na t iona l Insu rance Company L t d . 
2 . New I^^dia ^j^surance Company L td . 
3« O r i e n t a l F i r e & General I n su rance Company L t d . 
^ . United I n d i a In su rance Company L t d . 
The GIG tiad i t s a u b s i d i a r i e s p lay a s i g n i f i a a n t r o l e 
in the c a p i t a l market in the coun t ry by i n v e s t i n g i n t h e 
equ i ty and preference 'ThaFeB and bonds and deben tu re s of 
p u b l i c l i m i t e d Companies. They a l s o under w r i t e p u b l i c i s s u e s 
of shares and d e o e n t u r e s . 
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Unit Trust of India ; 
The UTI was se t up in 1964 with the objective 
provide the f a c i l i t y of equity invest.ient "co savers , p a r t i -
cular ly belonging to small and medium income groups, thereby 
supplementing the ef for t s of saving i n s t i t u t i o n s in mobi l i -
sing the savings of the com:;iunity for nat ion bui ld ing a c t i -
v i t i e s . I t channels these savings in to productive a c t i v i t i e s 
by invest ing i t s funds in the shares and debentures of 
industr i a l unde r t ak in gs • 
Commercial banks: 
Commercial banks in India were the major source of 
term loans ass i s tance to industry before speci f ied f i r ^ n c i a l 
i n s t i t u t i o n s l i k e IDBI were s e t up. After the for^nulation 
of these i n s t i t u t i o n s commercial banks o rd inar i ly are not 
expected to p a r t i c i p a t e in providing long term f inance . 
However, when the projec ts are la rge and f i n a n c i a l i n s t i t u -
t ions f ee l t h a t banks a lso should, jo in i t , they p a r t i c i p a t e . 
The borrower has very l i t t l e choice l e f t in t h i s regard and 
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decision whetber to allow banks t o p a r t i c i p a t e or not 
i s very auch a pre-regat ive of t-^Q f inanc ia l i n s t i t u t i o n . 
In aany respec ts it_W-as eetaiLLished d i f fe ren t i n s t i -
tu t ion fix)ni other a l l India i n s t i t u t i o n s . F i r s t l y i t was 
to be a pr ivate sec tor development bank, pr ivate ov;ned i . e . 
no pa r t i c ipa t ion in i t s share c a p i t a l by Government or any 
y.uasi-Govern;rient organisa t ion , i t s ass i s tance v/as to be 
given to the pr iva te sec to r only. 
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-'-'^\- -'ai) 
The industrial i'lnance Corooration of inciia \ias s^iit 
in IS'^ S, unciei? Act of Paplla;::ent with the object of providing 
medium and long-term credits to ind.usi:rial concerns in India, 
herein after IPGl will be refer ea as institution. 
Capital Strucinare: 
The authorised capit;fl of IPCI is 20 crores and the 
issued and paid-up capital stands at j{s. 10 crores. Fifty 
per c ent of the paid up capital is held by the Industrial 
Development Bank of India ( ^ and the remaininp fifty 
percent is held by schedule banks, Co-operative banks, insu-
rance concerns and investrrient trusts -etc. 
lianageuient 
The general superintendence and direction of the affairs 
and business of IrCI is entrusted to a Board of Directors, 
consisting of a vhole time Ghairrnan, appointed by the Govern-
ment of India after'consultation v/ith IDEI and 12 d:i-rectors. 
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'Iwo d i rec to rs are noaiinated by the Central rjovornniGnt and 
four b}' IDBI* Six d i r e c t o r s a re e lected 03'- shareliolders 
other tban IDBI. 
Of r i ces of TFCJi 
II'OI has seventeen of f ices spread a l l over the country 
besides i t s Head Office a t :iew Delhi . These are located a t 
Ahaedabad, iJanglore, Ehopal, Ehubanes^A-ar, Bombay, Calcut ta , 
Chandigarh, Cochin, Delhi , Gauhati, Hyderabad, Jaipur,Kanpur 
I.'adras, Nagpur, Fatna, and Poona. Amor)g these , the off ice a t 
Bombay, Calcut ta , New Delhi and Madras are the Regional Off ices . 
Services; 
All services rendered by IFGI towards encouraeing 
i n d u s t r i a l world have behind fol-lov/ine ob j ec t i ve s : 
^ • ,43 s is tan ce^ .^ to. saall_ Indus t r ies i 
I n s t i t u t i o n sponsores Technical consultancy organi -
sat ion to a s s i s t the new' and small entrepreneurs in p ro jec t 
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i den t i f i ca t i on formulation and implementation. This 
consultancy a s s i s t s in prepara t ion of pre-feas i lor l i ty 
s t u d i e s , de ta i led pi^oject rc:ooi^ts y, market s tud ies 
or and preparat ion of documents for seeking ass i t ance 
from f inanc ia l i n s t i t u t i o n s , t echn ica l guidance e t c . 
2 . Technical Assistance for .Ancillary and smal]. Scale 
Indus t r i e s; 
This objective has the r a t i ona l e to encourage the 
the growth of anc i l l a ry and small sca le i ndus t r i e s which 
(a) manufacture intermediate goods and components or provide 
services to uni ts i n medium and large scale sector according 
t o design, spec i f ica t ion and qual i ty standard.3 given to them 
by such large u n i t s ; (b) a re in the na ture of dovm stream 
pro jec t s of the medium and large indus t r i e s from whom they 
Obtain t he i r major raw mater ia l s under a supply agreement 
and generally to upgrade the techjiical c a p a b i l i t i e s and im-
prove the f inanc ia l v i a b i l i t y and small sca le u n i t s . 
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Keeping in viev/ the above objective schemes are 
formulated which r e l a t e to i d e n t i f i c a t i o n of products 
su i t ab le for a n c i l l a r i s a t i o n or for fur ther processing 
in the saiall scale sec to r , preparat ion of f e a s i b i l i t y 
repor t s for e s t ab l i sh ing the v i a b i l i t y of the proposed 
anc i l l a ry or small scale un i t s under the scheme, and p ro -
vis ion of advice and guidance in the t e chn i ca l , marketing 
and f inanc ia l areas to the a n c i l l a r y and small scale u n i t s 
covered under the scheme, in conncction with expansion or 
d ive r s i f i ca t ion of t h e i r a c t i v i t i e s or with a viev; to im-
proving t h e i r v i a b i l i t y from f i nanc i a l , t echnica l or mar-
keting angles • 
( i S t ) ^ ic ouraceaent to Indifrenous Tephnologyf 
One of the na t iona l object ives of i n d u s t r i a l develop"* 
ment in t|ie countiy is to promote s c i e n t i f i c and technolog;t-
c a l r ^ f re l iance and consequently p ro jec t s based on i n d i -
genous technology have to be encouraged^ So many_,sc-hemes 
are formulated in th i s d i r e c t i o n . To a v a i l thjese schemes 
i t i s made mandatory tha t tbhe projec t must be based on 
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indigenous technology i . 9 . technology or other know-hov/ 
developed in , or which i s invented oy Government labora-
t o r i e s , public sector compaaies, u n i v e r s i t i e s any other 
i n s t i t u t i o n recognised by the Governnent of I n d i a . The 
indigenous technology proposed to be used by the pro jec t 
should be one which has not already been exploi ted on a 
coinaercial scale in the country and fur ther i t should be 
basic to the manufacture of the proposed product and not 
merely per iphera l t o i t . 
Keeping in viev/ the above object ive var ious a s s i s t ance 
provided by IFGI may be c l a s s i f i e d under fol lo\ / ing three 
heads: 
1 . Advisery 3erviGd.s . 
2 . Promotional sejTvices. 
3 . Financial Ass is tance . 
Advisory Services t 
I t includes rendering advice and giaidance to new 
enterpreneurs and others in ths- ' technical and f inanc i a l 
f i e ld s both in the pre-implementation and post-iaipletaentation 
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stages of o the l r p ro^ac t s . In addi t ion to t h i s , i n s t i -
tu t ion analvse various f ac t fo r deducting: tiie 
of sicknes53 and suHsest reaieaial me&rsvres. 
Promotional s e rv i ces : 
IFOl a l so undertakes var ious promotional ac t iv i -
t i e s . These pronntional a c t i v i t i e s <faime^ t--ar£' broadening 
the en t repreneur ia l base in the country, par t icu la r ! ; / in 
less developec: a r e a s . The promotional a c t i v i t i e s under-
taken by I?3I are b r i e f l y reviev/ed in the follov/ing para-
graphs : 
1 . I n d u s t r i a l P o t e n t i a l Sui'vey Reports : 
IK)I conducts survey of l e s s dev:eloped State/Union 
t e r r i t o r i e s , with a view to assess ing t h e i r I n d u s t r i a l 
po t en t i a l and for idea t i fy ing pro jec ts which cou3.d be 
implemented over the sjjort term 
2 , Goramissiortiheaf-,Feasibility S tud ies : 
After conducting survey, i n s t i t u t i o n prepare f eas i -
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b i l i t y reports on the projects Identified 
table and prosperous. These reports are of great help to 
entreprenures. 
3 . Technical consultancy services: 
These services are aimed at providing technical 
guidance to propective entreprenuares Proposals for expan-
sion, diversification and more eff icient operation of ex is -
ting unit are tendered in this service* 
yinancial j^ s si stance.:. 
^ s i s t ance i s usually granted for se t t ing up new 
projects as well as for expansion, modernisation, or reno~ 
vation schemes of exist ing un i t s . IJCI provides direct a s s i s -
tance for units established as public limited companies in 
the private, joint and public sectors and those in co-operative 
sector . I t concentrates on projects involving large cap i t a l 
outlay, sophisticated technology, projects promoted by techni-
cian enterpreneurs, projects located in less developed areas 
of the country and those exploring new areas of technology. 
c 0 
Various schemes ope ra t ed b3^  IFGI_ a r e a s f o l l o w s : 
1« Long term l o a n . 
2 . Underwri t ing of e q u i t y , p r e f e r e n c e and debenture 
i s sue s • 
3» Subsc r ib ing to e q u i t y , p re fe rence and debenture 
c a p i t a l . 
!+. Guaranteeing of d e f e r r e d payments in r e s p e c t of 
machinary imported from a b r o a d . 
Br ie f detaiXs^jDf the v a r i o u s schemes o f f i n a n c i a l 
a s s i t a n c e of IFGI a re as f o l l o w s : 
^• Long term l o a n : 
The loans a r e secured by mortgage of t h e immovable 
p r o p e r t i e s o f t h e borrowing concern and a.^JHe^tllng c h a r g e s 
on i t s o t h e r a s s e t s . 
D i r ec t loan g ran ted by IPGI are normally r e p a y a b l e 
over a p e r i o d of 8-10 y e a r s a f t e r a grace p e r i o d of 2 -3 
y e a r s . I n t e r e s t r a t e s t r u c t u r e of t h e loan i s as given i n 
annex tu re 
c:, 4 1 
Underwriting to equityvpreferejicg and Debenture i ssues 
In addi t ion to granting term loan, IFGI underwrites 
por t ion of the issued c a p i t a l , when one or more of the 
following s i t ua t i on p r e v a i l s ; 
( i ) The issue is so large tha t troker-under wr i t ing may 
not be able to cover the e n t i r e i s s u e . 
( i i ) The gestat ion period i s long enough to a c t as d i s -
incentive to the p u b l i c . 
( i i i ) The projec t i s weak, in as much as i t i s being loca ted 
in a backward a r e a . 
Civ) The project i s i n Ihe priorit^^ sec tor which may not 
be able t o provide an a t t r a c t i v e r e t u r n on investment 
(v) The project i s promoted by t e chn i c i ans . 
(v i ) The project i s new to the market. 
The quantum of underwrit ing a s s i s t ance var ies from 
project to projec t according to the future grouth and economic 
v i a b i l i t y . 
n 
3y underv;x'itinR; c a p i t a l i s s u e s , in^i i 'vut ions b inds 
Iiimseli" to 
J 
tlio ixn-sub scr ibed Toortion oi '(Ttre—irssue in 
cas-e-'is of i ssue under-subscribed by the publ ic . Actixif" as 
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lead, institution j^ PCI issues bot1;ep of undenv/riting r-ecei-
ving necessary X-^S-P©-s i prescribed ^x:ij conpany law. 
Direct subscrintion to shares: 
With a view to a.ffording sorae religi;^ rs to the small 
and medium siz^ etflnidustrial compani^fs, the financial ins-
titution's also directly subscrj.bed to the shares of such 
Companies in stead of extendinr: underv/riting support. 
This facility is subject to the follov;ing conditions. 
Conditions: 
(i) The company should not belong to a large house. 
f -; ii) The issue involved, should be the first isr.ue being 
made by the Company, 
(iii) The prom.oters have not specifically expressed their 
desire to make a public issue through prospectus 
desire to. 
(iv) The amount of public subscription should not exceed 
Rs,25 laidis. moreover, the promoters have to under -
take to buy back these shares at any time after 
6 J 
.five jeara ox tiieir issue at the issue price plus 
simple interest for the period of holdinr; of the 
shares by the institution, at the lending rate of 
the institution at the time of issue of the shares 
less the gross dividend received during the perciod 
or the par value of the shares, whichever is higher. 
Guaranteeing deferred pajrients: 
) 
In cases where the assisted units riaed imported 
machines, IPCI ready to stand as Guarajitar, fop-difsJrred 
pa^ /Tnents, so that the unit r^xx^ ger the pls.nt on affordable 
terms and conditions. 
i-Iagnitude of Assistance: 
The net financial assistance sanctioned by the IFCI 
during 1981-82 CJu.ly - June) ai-;iounted to Rs.265.5'1 crore 
for 290 projects as against Rs,208,3^ 4- crore sanctioned 
for 253 projects in the previous yea^^ showing an 
increase of 27 per cent. Disburseneht in 1981-82(July 
to June) at Hs.187.1^ crore v;as higher by -^1-6.4- percent 
compared to Rs.127-84 crore in the preceding year. As a 
result , the utilisation of assistance sanctioned as 
raeasured in terms of disbursement as a percentage of 
total sanctions worked out higher at 70*5 P©"" cent as 
compared to 61.4 per cent in the previous year. 
2i 
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iiSL e s s e n t i a l fes/cure of t e rn financing; i s t h a t "ttTTrt 
f inancing decis ions are to be based on long term v i a b i l i t y 
of tie pro^jects f inanced. Apart from ensuring t h a t the p ro -
.ject^^ijianced are in sectc)3>-i7Hij2h en^oj p r i o r i t y in the 
ftational economy-^ - tie i n s t i t u t i o n s have to s a t i s f y themselves 
tha t the pro^'ects are v iab le in long term. Such v i a b i l i t y has 
to be assessed v/ith reference to the qua l i ty of managenient, 
the hilarket for the p)roduct ana t echn ica l and f i n a n c i a l s ' - p e c t s . 
The various norms and api)raisal procedures fLollov/ed by the 
i n s t i t u t i o n s are in fac t r e l a t e d in one v;ay or o ther to the 
above ffiqulrerrient of v i a b i l i t y and economic e f f i c i ency . 
Norms for pro jec t ass is tance; 
( i ) Capital s t r u c t u r e ; 
A sound c a p i t a l s t r u c t u r e for the comjjany and adecuate 
f inanc ia l involvement of the iror.oters in the p r o j e c t s are esse-
n t i a l p re-condi t ion for the long" term, v i a b i l i t y of any p r o j e c t . 
The i n s t i t u t i o n appl;^-.e5;rtain norms r e l a t i n g to deb teou i ty rat:i 
and minimum promo cars* cont r ibut ion in respec t of a s s i s t e d 
p r o j e c t s . Normally the r a t i o of long t e r a debt to evj_uity 
i s not expectad to exceed 2j1 . V/hile in the case of p ro jec t s 
promoted by persons or groups who could mobilise s u b s t a n t i a l 
reGources of t h e i r own or from the raarket the share of equity 
is expected to be l a rge r than^J-ndicated by the norm, in o the r 
cases su i tab le re laxa t ions are allowed taking in to account 
the circumstances of earch case . In the case of l a rge p ro jec t s 
with project cost exceeding ris.lO crores higher debt equi ty 
ratij3-^re accep tab le . In such cases debt-equi ty r a t i o of 
3:1 ' or even higher may be al lowed. 
( i i ) .Financial and econoruc ret;arns_;_ 
For asoei ' ta ining the f inanc ia l v i a b i l i t y , i n s t i t u t i o n 
apply Lrfternal Rate of Return (IRR) and examine the present 
worth of future re turns and c o s t s . In addi t ion to t h i s i n s t i -
tutionsjfesrt^ into account the do:r;estic resources cost of 
foreign exchange saved or earned on account of the p r o j e c t , 
and the employment generating aspect of the p r o j e c t . 
( i l l ) Gonyer t lb illt:^^? 
I t i s made o b l i g a t o r y for t h e f i n a n c i a l i n s t i t u t i o n s , 
by v i r t u p of ;gu id l ings i s s u e d in 1980, to p rov ide s t i p u l a t i o n s 
of c o n v e r t i b i l i t y c l a u s e in a s s i s t a n c e s for Hs.l Groro or more . 
For a s s i s t a n c e s i nvo lv ing above Pv3»50 l a k h s and upto Rs,1 Gro re , 
d i s c r e t i o n i s granted t o t h e i n s t i t u t i o n to provide c o n v e r t i -
b i l i t y s t i p u l a t i o n s . I n d u s t r i a l u n i t s i n t h e p u b l i c and Go-
o p e r a t i v e s e c t o r s a r e exempted f roa t h e c o n v e r t i b i l i t y s t i p u l a -
t i o n s • 
The conYersion o p t i o n i s to be e x e r c i s e d i n such a way 
t h a t the i n s t i t u t l o j i s - ' ^ S ^ n o t come to a u u i r e more than '+0 p e r 
cen t share c a p i t a l of an e x i s t i n g c o n c e r n . Gene ra l l y , t h e l o a n 
amoiint s u b j e c t t o conve r s ion i s 20 pe r cen t of t h e l o a n / d e b e n t u r e 
a s s i s t a n c e s a n c t i o n e d . 
PHOGEDllHE: 
( i ) ganc t lon of a s s i s t a n c e ; 
The f i r s t s t e p in p r e s e n t i n g a case t o t h e i n s t i t u t i o n 
for a s s i s t a n c e i s t h e p r e p a r a t i o n of t e r ^ e t a i l e c a p p l i c a t i o n . 
An entrepreneur seeking; direct financial assistance from 
the a l l India financial instituti^^tfis may submit his appl i -
cation in the common foraiat prescribed by them v iz . IDBI, 
IFGI and IGIGI* The appl icat ioncan be divided into the 
following major heads; 
( i ) General ( i i ) Promoters ( i i i ) part icipation of the indus-
t r i a l oaancern (iv> part iculars of the project (v) Cost of 
the project ( v i ) means of financing (v i i ) market and se l l ing 
arrangements; ( v i i i ) prof i tab i l i ty and cash flow ( ix) economic 
considerations (x) governKent consents. 
Explanatory notes for f i l l i ng up the standard- appl i -
cation are provided for the guidance of entrepreneurs, 
-Adequate time has to be devoted fojv-^:^ preparation 
of the application as inadequate data in the application 
form will resul t in further c lar i f ica t ion being called for 
and this invariablly resul ts in delay. 
The entrepreneur has the option to submit his appl i -
cation to any of the three financial i n s t i t u t i ons . The I n s t i -
^ y Z3 
tution receiving the appl ica t i to , liuidertakej a scrutiny of 
tbe same and prepares a report examining the prima faci^L 
acceptability of the proposal. 
( i i ) Consideration of the application at a senior executive 
meeting: __, „ _^  ^ 
The above acceptabil i ty reports are considered by the 
ins t i tu t ions a t t he i r Senior Executive MeetingCSEM). The 
senior executives of the a l l India financial ins t i tu t ions 
meet normally twice a month. At this meetin,;, a l l applications 
received in the preceding fortnight are discussed in a general 
manner. The purpose is ^tosee whether there are e^ny prima 
facijL objections, and if so, the application is rejected a t 
th is stage. At th is n^eting, a lead ins t i tu t ion i s also nomi-
nated for each of the applications. Thereafter, i t i s the 
responsibility of the lead ins t i tu t ion to coordinate the 
ac t iv i t i e s of a l l the other ins t i iu t ions with r e ^ r d to the 
application. 
On completion of the appraisal , if the lead in s t i t u t ion 
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is sat isf ied that the nroject meets the c r i t e r i a for: v i ab i l i t y 
m^ I ^ / 
i t submits the proposal with a detailed appraisal jhot^or / 
k - y ^^^^ "^  
consideration by the i n s t i t u t ions a t their SilM.^  ' ^ / 
Ciii) 3ite inspection by experts from the ins t i tu t ion : 
Inst i tut ions depute exrerts to v i s i t the s i t e of the 
proposed industrial unit with a view to assess that a l l Infras-
tructure f a c i l i t i e s l ike road, water, power etc .» wi l l be 
available• 
if j 
(iv/Firmij)^ up of capi ta l costs and means of financing. 
After the s i t e inspection i s over, representative--of 
of the borrower will have to s i t with those of the i n s t i t u t i on 
to agree on the capi ta l costs and means of financing. ^ t h i s 
stage, the inst i tut ions very carefully evaluate the cost, of 
each item of fixed assets and full supporting data as well as 
other basis of cost, ayai lable . Very often, there is consider-
able discussion at th is stage and if the costs hage been e a r l i e r 
under estimated by the borrov/er, then upward revision takes 
ri 1 
place at this meeting. In deteraiining the meazis of finan-
cing, the ins t i tu t ion a t this stage considers two important 
points - (a) whether promoters contribution has been adequate 
-ly provided, and (b) ^^g debt-equity r a t io is sa t i s fac tory . 
Promoter's' contribution is required to be provided 
at 20 per cent of the project cost( 17*5) per cent for 
back ward areas) and normally a debt equity rationupto 2:1 
i s permitted* 
(v) Gomriiercial evaluation by the lead ins t i tu t ion ; 
After the capi tal costs and means of financing are 
agreed the lead ins t i tu t ion carr ies out a detailed coraraer-
c i a l evaluation of the project . The points to be considered 
one ; (a) whether the project provides a satisfa^ctory^cash "^ 
flow to pay back the loan as well as a reasonable divx^ent; \ 
(b) how valid are the assumptions re la t ing to sale pr ice , 
sales volume and items of cost ; (c) capacity u t i l i s a t i o n , 
and (d) rate of return on the project . 
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(v i ) Evaluation by ad-hoc committer,: 
In the casa/of medium and large p r o j e c t s , the cormrier-
c i a l evaluatioft/as c-3(rried out by the lead I n s t i t u t i o n i s then 
re fer red to an ad-hoc comi i t t ee . The ad-hoc committee c o n s i s t s 
of experts drawn from out side l i k e indust ry , government and 
u n i v e r s i t i e s . The borrower 's represen ta t ives w i l l a l so be 
ca l led a t t h i s meetin^j to anaor any of the spec i f ic po in t s 
which may be ra i sed by out s ide experts* 
( v i i ) Consideration and sharing of a s s i s t ance a t the i n t e r -
ins t i t u t i o n a l rm;eting (I»I«M): 
After the ad-hoc committee has considered the proposal 
i t i s sent to the i n t e r - i n s t i t u t i o n a l meeting. Hiis i s a 
forum in which the chief execut ives and very senior o f f i ce r s 
of a l l the i n s t i t u t i o n s p a r t i c i p a t e . At t ^ l s meeting, the 
shar ine of ass is tance as between the i n s t i t u t i o n s i s f i n a l i s e d . 
( v i i i ) Consideration of t he proposal by the board of each 
of the i n s t i t u t i o n ; 
After the I . I .M the proposal has to be approved by the 
board of each of the i n s t i t u t i o n s . 
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(ix) Issue of l e t t e r of in tent : 
After considering a l l aspect of the px^o^ect the Boiird/ 
Executive Gommittee of the leao, ins t i tu t ion sanctions i t s 
share of assistance and the lead ins t i tu t ion issue,^^:iet;ter 
of intent to the unit conveying the sanction of i t s share 
of assistance and terms and conditions thereof. A cop;/ of 
each of l e t t e r of Intent and appraisal note . are sent tto 
other part icipating inst i tut ioj is , r:ased on the appraisal 
note and sanction of the lead ins t i tu t ion , the other p a r t i -
cipating ins t i tu t ions also obtain the approval of their Board/ 
Sxeoutive Gommitee for sanction of their share of assistance 
and then issue similar l e t t e r s of intent to the unit* 
(x) Follow- up procedure-Documentation and disbursement; 
The l e t t e r of Intent is only an/agreement in principle, 
I t wiU. have to be subsequently confirmed in the form of a 
formal agreement simed with the in s t i t u t ion . The borrower 
is allowed a period of one month from the issiB of l e t t e r cf 
intent to reduce the sanction into an agreement, .^MdJcatirTg^ 
indicating his acceptance of the terms and condistions thereof. 
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Simi i ig of the agreement invo lves tvo iaport^ciit s t e p s : -
( i ) Agree:.!;ent of terms and c o a d i t i o n s ; 
The loan-jgreetnent to be en te red i n t o oetv/een the 
l e n d i n g i n s t i t u t i o n s and the borrowers has a l s o been s t a n d a r -
d i s e d . The l ead i n s t i l l a t i o n forwards to the borrwer a d r a f t 
of t he coninion Loan Agreement s i t t i n g out t he t e r a s and cona t ions 
of t h e a s s i s t a n c e . The b o r ^ e i ^ i s r e q u i r e d to pass a r e ^ l u t i o n 
in the form p r e s c r i b e d b> the i n s t i t u t i o n , a t -.a duly convened 
meeting of i t s ooard of d i r e c t o r s a c c e p t i n g the terms and 
c o n d i t i o n s s e t out i n t h e d r a f t agreement and a u t h o r i s i n g 
two / th ree d i r e c t o r s t o execute the loan agreement and o t h e r 
documents under t h e conraon s e a l of t h e company and fu rn i s i i _^ 
two c e r t i f i e d c o p i e s of t h e r e s o l u t i o n to the i n s t i t u t i o . / 
(1)0 i n v e s t i g a t i o n of t i t l e to the p r o p e r t i e s t o be mortgaged 
by the lawyers o f t he i n s t i t u t i o n s and t h e r e a f t e r c r e a t i o n of 
charge« 
The l ead i n s t i t u t i o n under t akes the r e s p o n s i b i l i t y f o r 
i n v e s t i g a t i o n of t i t l e and appointment of S o l i c i t o r s , Advocates 
f o r t h e purpose and accep t t i t l e on beha l f of a l l i n s t i t u t i o n s . 
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Dlsbursesignt: A? a rule the disburseu,ent of t h e sanctioned 
/ 
loan take place only a f t e r the completion of \.he a l l necessary 
fo rmal i t i e s , but in case where compliance of a l l , the fo rs ia l i -
t i e s i s expected to take a long time, i n s t i t u t i o n s are allowed 
t o provide bridge loans . The ^a len t feature of the scheme 
of bridge loan, as i t operates a t present , are as under: 
( i ) E l i g i b i l i t y ; The bridging finance would be made ava i l ab l e 
to the borrower on a se lec t ive o a s i s . 
( i i ) Limit; The bridging finance would normally be granted 
upto to 9 5 j e ^ cent of the t o t a l loan sanctioned, but may 
up to 90 per cen t , i f the loan^agreement has been executed 
Disbursement i s made on Diachiiig'basi-s-* with the amount of 
contr ibut ion brought in by the promoters, 
( i i i ) Rate of i n t e r e s t ; The ra te of i n t e r e s t on the br idg ing 
finance is 1 per cent above the net applicable lending r a t e s 
i . e . 1^ percent + ^ per cen t on normal loans and 12.5 percent 
+ 1 p@r cent on concessional Ipafi. 
( iv ) Securi tyt The bridging finance i s grstnted on t!'4e bas is 
of a br idging loan agreement, agains t the secur i ty qf hypo-
thecat ion of machinery and other movable a s s e t s , l e t t e r of 
negative l i e n , demand proraissiDry note, and under taking/ 
guarantees by the promoters /d i rec tors , 
(v) Repayment? The br idging finapse i s i n the form of a 
demand loan and i s payable within a period of ^ to 6 months 
from the date of d i sourseaen t . However, on looking to the 
circumstancas t h i s period may be extended. 
( v i ) Conversion i n t o regular loan; The br idging finance i s 
converted into regular loan only a f t e r the company has comp-
l i e d with the terms and condit ions of the sanct ion, e x e c u t e d 
the loan agreement and crea ted the s t i p u l a t e d the f i n a l s e c u r i t y . 
In view of the lonp term f inanc ia l invol^^meit the 
i n s t i t u t i o n also take necessary steps to evoluate t i e i r 
a s s i s t e d uni ts and in extending timely a s s i s t ance ti s u c h 
un i t s to overcome any d i f f u c l t i e s they may face froi -time 
to t ime. 
Tt 
Financial ins t i tu t ions have massive funds at their 
disposal obtained through budgetory and other dispositions 
or through their monopolistists position in certain f ie lds 
They thus acquired relat ively large blocks of shares in 
most of the company ana as such their role in company manage-
ment is v i t a l . Marked dependence of the indus t r ia l units on 
the inst i tut ions for project finance and v/orking capi ta l put 
them in upper posi t ion. 
The role assume special significance on account of 
the financial ins t i tu t ions being almost wholly public sector 
/ I 
agencies, with a l l potent ia l for being influenced from diffe-
rent quarters. 
In order to provijie honest and of^iclent management, 
financial ins t i tu t ions pay considerable at tention to evaluate 
the promoters of a project before sanctioning financial a s s i s -
tance. However, with rapid growth in industry and the govern-
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merit po l i c i e s of encouraging entrepreneur sh ip , f i nanc ia l 
i n s t i t u t i o n s have to deal with newer entrepreneurs^good, 
bad or i nd i f f e ren t . For t h i s very reason apar t from a s s e -
ssing ca l ib re of the enterpreneur a t the time of sanct ioning 
a s s i s t ance , the i n s t i t u t i o n s have to keep a continous watch 
on the management. 
In cases where f i n a n c i a l i n s t i t u t i o n s provide f inan-
c i a l ass is tance in form of loan, i t seems tha t t h e i r i n t e r e s t 
i s only for the period t h e i r loan i s pending. Actually t h i s 
i s not so . Most business en t e rp r i s e s keep on expanding and 
divers i fying, so tha t the f inanc ia l i n s t i t u t i o n s have a more 
or l e s s continoua/stake in the e n t e r p r i s e , i^s ides the r i a h t 
/ ( 
of conversion of loan into equity puts them in possession of 
shares which they may hold for long peritJds. "~ 
Qommon pra_ctice_;_ 
There are various ways in which f i nanc i a l i n s t i t u t i o n s 
try to ensure good management. They c a l l for a l o t of i n fo r -
mations a t d i f ferent in t e rva l s and send t h e i r of f icers t o the 
/ 
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works now and then , Not only t h i s , a t the stage of cons t ruc -
t i o n , e rc t ion of machinery and t r i a l runs , s t r i c t supervis ion 
i s adopted. 
The second p rac t i ce whicb i s followed i s of nomi-
nat ing persons in the Board of the Directors of a s s i s t e d 
i n d u s t r i a l u n i t . F inancia l i n s t i t u t i o n s cannot be expected 
to do much by way of day to day supervision of a company's 
a f f a i r s . That i s not t h e i r t a s k . I t i s the r e s p o n s i b i l i t y 
of the Managing d i rec to r s and the team of whole time d i r e c t o r s , 
Nominee d i r ec to r s are only so lu t ion in such circumstances. 
These nominee Directors are mostly o f f i c i a l s ( in se rv ice or 
r e t i r e d ) of f inanc ia l i n s t i t u t i o n s and the Government. They 
come from academic i n s t i t u t i o n s and professions l i k e law and 
chartered Accountancy. 
The usefulness of the system of nominee d i r e c t o r s 
depends upon the a b i l i t y , i n t e g r i t y , courage and dec ia^ t ion 
of the nominee d i r e c t o r . I t i s a l so depends upon the freedom 
given by the nominating i n s t i t u t i o n s . 
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The number of nominee directors i s decided by the 
financial ins t i tu t ions . But, except in very rare cases and 
for relatively very short period, two or three ace generally 
appointed. If there are many, the tendency will be for these 
nominees to regard themselves as consti tut ing the whole board 
and s t a r t ignoring non-inst i tut ional d i rec tors . In such cases, 
most of the matters may be discussed among the i n s t i t u t i ona l 
directors and decision taken so that the other directors 
i 
become no more than rubber stamps. Any comments/ suggestions 
by the non-insti tutional directors are resented, and often 
fate of non-insti tutional directors depends upon nominee 
d i rec tors . 
For the benefit of the indust r ia l unit and the success 
of the system i t is necessary that both i . e . nominee di rectors 
and non-insti tutional directors must work together construc-
t ively, with understanding and t r u s t . In this respect,undoubted-
ly , inst i tut ions are in bet ter position and assumes posit ion 
that--ef tdlder brother or senior partner. 
1 
Chan gin g Man a ge aien t i 
In ordei" to enoure b e t t e r management and u l t imate ly 
improving p r o f i t a b i l i t y of the a s s i s t ed u n i t , the f i n a n c i a l 
i n s t i t u t i o n s use the i r influehce and power to change the 
management. This generally takes the form of en t ru s t i ng 
the manageme-nt t o a well e s t ab l i shed i n d u s t r i a l house. 
In order to make the new management take f u l l i n t e r e s t ^ he 
is asked to acquire reasonable shareholding. On the other 
hand, new management would a l so keen to have adequate share -
holding for a fee l ing of securityT~SiSh arrangement a re m 
negotiated in sedrecy, as f i nanc i a l i n s t i t u t i o n s cannot 
invi te tenders for changeover. Such changeover bids are 
c r i t i c s e d by general shareholders as i n s t i t u t i o n s do not 
give a chance to general shareholder to know t h a t the 
management i s changing hands. 
In above type t ransac t ions ,w. hieh the i n s t i t u t i o n s 
enter with any en t r ep reneur i a l group, for e f fec t ing a 
changeover in managenBnt, i t i s very d i f f i c u l t to f i x the 
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price of the shares to be t ransfer red by the i n s t i t u t i o n s . 
If the price looks l i k e being on the high s ide , i t i s not 
in any way disadvantageous to the o ther shareholders of 
the company whose maxaigeaient i s changing hands. In f a c t , 
they stand to bene f i t . The 'high* pr ice would def inate ly 
have an impact on the quotat ions in the stock Exchange. The 
en t repreneur ia l group acqui r ing shares from the i n s t i t u t i o n s 
may a lso buy shares in the open market, for securing 
effect ive c o n t r o l . 
But in cases where any dnteiTpreneurial group s t a r t s 
purchasing shares from the market, even a t high premiums 
with a motive of des tab l i sh ing the exist in |^^anagement , 
f inanc ia l i n s t i t u t i o n by exerc is ing fa^Cr r i g h t may he lpfu l -
to the ex i s t i ng management, i f i n the opinion of ' ' the f i nan -
c i a l i n s t i t u t i o n , the ex i s t i ng management i s doing wel l 
and the a s s i s t e d company i s going on p ro f i t ab l e l i n e . 
Financial i n s t i t u t i o n s adopted cijanrgeover p r ac t i c e 
only for the publ ic i n t e r e s t but i t ' i^s often equated wi th 
"taken-over" t r ansac t ions and subjected t o public c r i t i c i s m . 
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The reason of being aggrived for general shareholders i s 
tha t they are kep-t-ualnfortne-d.-ai£>tmt such b i d s . In uni ted 
States and Western Europe, a l l shareholders are given a 
chance to s e l l t h e i r holding a t the same p r i ce a t v/hich 
the con t ro l l ing i n t e r e s t i s acqui red . This pract ice i s not 
fol].owed in India by f inanc ia l i n s t i t u t i o n s i n t r a n s f e r r i n g 
t he i r own blocks of shares to those who are eager to acqui re 
cont ro l of ce r t a in companies. The r e s u l t i s t h a t those who 
are eager to acquire cont ro l of a company pay pr ices fo r 
such blocks of shares that are quite of l i n e with p reva i l ing 
market p r i c e . I f they are required to make open offer to buy 
shares a t the same price from a l l those wi l l ing to s e l l them 
j u s t i c e would be done to the remaining shareholders . So to 
be fail- f inanc ia l i n s t i t u t i o n s should use t h e i r undoubted 
_power in the bes t i n t e r e s t of the as s i t e d u n i t and the general 
run of their'^-^±tareholders. 
The above s i t ua t i ons may be avoided i f i t i s manfl-
dcttany on the par t of the ELnancial i n s t i t u t i o n s ^ to expla in 
in t h e i r annual repor t s and/or spec ia l communiques, what they 
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have done in regard to change of manageaient of cor^pany and 
why they have done. This might con t i ibu te to a cons t ruc t ive 
public discussion of the re levan t i s sue s , and a s s i s t the 
i n s t i t u t i o n s in modifying t h e i r s t ra tegy app rop r i a t e ly . 
4b 
Indus t r i a l s ickness in India has been assuming 
alarming p ropor t ions , 
Bie l i s t of i inits tha t a re s ick in the large and 
medium sector i s a lso very long-nearly 600.Of tx^.ese, 
roughly 85 en te rp r i e s come under the MRTP Act. I t i s s a id 
the c r ed i t blockened in the s ick Units i o the medium and 
large uni ts alone exceed ri3.2000 c r o r e s . 
AS terms-lending i n s t i t u t i o n s are c losely a s soc i a t ed 
with the i n d u s t r i a l p ro j ec t s , p a r t i c u l a r l y in p r iva te sec to r 
they are be t t e r placed to detect and diagnose the causes of 
i ndus t r i a l s ickness and a l so to cure the malady. 
The number of s ick un i t s among the un i t s financed 
by the three p r i n c i p a l a l l India f i n a n c i a l i n s t i t u t i o n s , 
namely the Ind.ustr ia l Development Bank of India (IDBI), 
I ndus t r i a l Finance Gorpora,tion of India ( IFGI ) and Indus -
t r i a l Credit and Investment Corporation of India L t d . , 
( IGIGI ) has soared to a staggeufing 1560 involving an 
investment of nearby 9OO c r o r e s . Outstanding of these a l l 
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India inst i tut ions are r i s ing alarming alaraiR'gly and 
in the case of IGIGI, i t i s in t he tune of kO crores. 
Hemedial steps at the time of sagetioninf: Probject ia-pleaentation 
^ * tS^-?P.^-^A C3:^d.ibilityt 
Presently, at the time of sanctioning financial a s s i s -
tance,^_^hex__scrutinies financial and technical aspect* They 
pay l i t t l e attention-#t3r c r i t i c a l evaluation of management. 
That the management wi l l pose no problems, is almost taken 
for granted. Dedication and integrity of the promoters are 
v i t a l for the success of any project . The fact that copious 
fiscal incentive and concessious are being offered by promotors 
of Industry^ particularly in backward areas have tempted 
unscrapfee^^le-ments to set up industry with a view to making 
a fas€ ^back^^lnancial insjt'itutions should, therefore co l lec t 
confidential informations about promoters on a regular basis 
from different sources. 
2 . ]^rly disbursement: 
There is need for the financial ins t i tu t ions to cut 
down delay on their part in respect of disbursement. There 
4/ 
is vast cri t icism about the a t t i tude towards completion 
of legal formalitie.j, f inal isa t ion of heads of agreements 
e t c . Farther under the joint participation scheme, generally 
disbui'seraent is delayed as a l l financial ins t i tu t ions prefer 
to disperse only after the lead ins t i tu t ion dis,gf^se i t s 
loan. If on any ground, the lead ins t i tu t ion delayed i t s 
disbursement, others withhold their disbursement for no 
just i f iable reason, causing serious hardship to the borrower. 
I t appears that the financial inst i tut ions are not concerned 
about the serious consequences to the project when they delay 
disbursement for not default of the borrower. 
More often than not, due to delayed disbursement, 
borrov/ers have to face unexpected cost escalatioii. ind for . -^ 
this big price i s to be paid by the term-lending institution<. 
Having served substantial assi tance, the promoter feels t ha t 
the assist ing ins t i tu t ion has a v i t a l stake in his project 
and, l a t t e r can ' t make himself diffei*ent from the pl ight and 
problems of i t , so approaches to -institution for addit ional 
help/assistance. To keep their investment in the project safe 
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and productive, financial ins t i tu t ions feal obliged to 
provide additional finance into_bhe pi^oject and to foster 
the lurkning imilementation of the project . 
3« I^s t r lc t lng capi ta l expenditure: 
Financial ins t i tu t ions often f a i l to lay down s t r i c t 
c r i t e r i a and also areas of pr ior i ty in respect of cap i ta l 
expenditure. A large part of the expenditure incurred 
during the implementation found to be avoidable a t that 
stage. For example, i t i s found that generally borrowers 
make reckless expenditure in construction and maintenance 
o//Qest pause a t a Huge cost and building and .furnishing 
fabVltmsly the administrative office, much b»refore the 
company goes into commercial production and has an oppor-
tunity to judge i t s prospects and prosperity. Financial: 
ins t i tu t ions should check the pr ior i t i es so that much needed 
expenditures are met out f i r s t and others l a t e r . 
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Remedial s teps for s ick Units 
A host of reasons a re a t t r i b u t e d to i n d u s t r i a l s i ck -
ness . They range from poor demand for the end product and 
i r r a t i o n a l product mix to power cut and labour u n r e s t . Various 
Studies conducted to eougtat out the fac to r s found ttiat ( c o n t r i -
bution of other f ac to r ) i t i s the f a i l u r e of the management 
t ha t i s largely behind the i n d u s t r i a l s ickness* CJontribution 
of other fac tors is nominal* Certain factors con t r ibu t ing to 
i n d u s t r i a l sicimess are c l ea r l y beyond the con t ro l of the 
f inanc ia l i n s t i t u t i o n . But as inferi^ed from the study and as 
they admit i t i s the management t h a t i s to be blamed. This 
means i f term-lending i n s t i t u t i o n s exercise greater se ru t iny 
and vigi lance about the conduct and performance of the manage-
ment, i t i s possible to avoid s ickness . But t h e i r be l i e f t h a t 
they are primarily meant to provide finance to an e n t e r p r i s e 
and not to manage i t , appears to have come in way. 
On analys is of s ick u n i t s , i t i s found tha t majority 
of them are those who hav© secured big loans from f i n a n c i a l 
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I n s t i t u t i o n s . I t seems t h a t f i n a n c i a l i n s t i t u t i o n s have 
financed a large number of p ro jec t s which were known to 
be weak r igh t from the beginiiing. At the same time they__po5iJS^ 
greater losses by t r e a t i n g t h e i r outstandings as bad d e b t s . 
Before according f inanc ia l a s s i t ance lending i n s t i t u t i o n s 
should carry out a thorough scrut iny in respec t of f i n a n c i a l 
v i a b i l i t y of the projec t* 
In addi t ion to above overseeing the performance of 
the as s i ted un i t i s nost e s s e n t i a l . I n s t i t u t i o n s support ing 
the reviva l plan should create a r e l a t i o n of pa r tne r sh ip 
with the management. The l i n k with the management can be 
es tabl i shed by nomination of one or more d i r ec to r s on the 
board of the a s s i s t ed u n i t , i^lnancial i n s t i t u t i o n s should 
c o l l e c t conf iden t ia l information about promoters on a regu-
l a r bas is from d i f fe ren t sources . There should be no compro-
mise on the i n t e g r i t y of the management* Nominee d i r e c t o r s 
often plead helpless in ge t t ing comprehensive information 
even about the ac tua l working of the company with which they 
are assoc ia ted . Further, cases in which the nominee d i r e c t o r ' s 
t: 
es tab l i sh convience/with the un scrupulous manar-eruent has 
a lso come in to l l ,2ht . In order to have on the spot f a c t u a l 
repor t pe r iod ica l v i s i t to the factory i s necessary . This 
wi l l exhib i t l i ve ly I n t e r e s t and the progress in the r i v i v a l 
p lan . The other method which shoald a lso be adopted i s of 
co l lec t ion of opera t iona l da ta , comparison with budgets , ,, 




An analysis of the pertormance o'^  the 
I n d u s t r i a l F inancia l Cor;-oration of Ind ia (IFCI) 
in the l a s t 34 years reveals t ha t i t has made 
tremendous progress both q u a n t i t a t i v e l y and q u a l i t a t i v e l y 
in a t t a in ing some of the ob jec t ives for Trt-hich i t was 
e s t eb l i shed . 
S tar t ing of v.'ith a mo'-'^ -sst r-anctioneri as5-:itencc 
of KS.8,12 crore in 1949-51, I?CI in i ts . 34th y'-=r of 
i t s operation Sonctioned ass i s t ance of Rs, 255,51 c r o r e s . 
The annual sanct ions an:' disbursements have shown 
cons i s t an t progress from plan to plan, excepting in few 
cas-.^, as evinced from the Table 1. 
The t o t a l a s s i s t ance s^inctioned by the corporat ion 
up to the end of Junft'82 amounted to Rs. i553,5 l crore« 
This consisted of (77.2;:>) Rs. 119 9.3 0 crorc in form of 
rupee loan, (11.5;^) ^s.173,65 crore by way of foreign 
currency loans, (7,4/'o) Rs, 214,95 crore by v.-ay of 
underwriting and d i r e c t subsc r ip t ion and (3.9%) R3.6 0,58 
crores by guarantees . This a s s i s t ance v;as d i s t r i b u t e d 
among 1572 i n d u s t r i a l p r o j e c t s . 
Disbursement j 
The t o t a l a s s i s t a n c e disbursed by the corpora t ion 
a t the end of June 82 amounted to Rs, 1122.10 c ro re , of 
^3 
which Rs, 1021 .01 c r o r c \-iere i n l o a n s auC R 3 . 4 7 , 9 J c c o r e 
in unc3erv; r l t inq anci 5 3 . 1 6 c r o r e i n n u a r c n t e e s . 
Th'^- t-01 C-isburi,;etT!.,u. r c o r e Stn 7 2.2/o of 
t h e t o t a l s a i c t i o n y wl i ic i imay be cons idex'eci ac 3 c. t i s i a c t o r y . 
S a n c t i o n s i 
The t o t o l s a n c c i o n s in t h e per ioc ' . p r i o r t o t h e 
f i r s t p l a n ( 1 9 4 9 - 5 1 ) amount : c t o ^^. 8 , 12 c r o r e w i t h an 
a n n u a l a v e r a g e of is, 2 . 7 1 c r o r e and i n f i r s t plcai 
( 1 9 5 2 - 5 6 ) E3, 2 7 . 0 2 c r o r e w i t h an a n n u a l a v e r a g e Rs, 5 . 4 1 
c r o r o . Th i s shows an a n n u a l a v e r a g e i n c r e - . c e cf 9C.77o 
o v e r t h e p r e v i o u s y e a r s . ,,Jhic:\ i s u n o o u b t c c l y a r ^ p r e c i a b l e , 
The s a n c t i o n s r e c e i v e c a g r e a t imp^.tus c u r i n g t h e 
p e r i o d 1979-32 v ; i th an a n n u a l a v e r a g e of Rs. 1 9 3 , 3 c r o r e . 
F o r t ho f i r s t t i m e s i n c e i t s i n c e p t i o n , t h e a s s i s t a n c e 
sanc-c iona ' i by t h e c o r p o r a t i o n c r o s s e d Rs, 1 0 0 - c r o r e s mark 
in 1979 r-;:achin^) a f i g u r e of ; s i49.42 c r o r e and Rs. 2 0 0 . 0 0 
c r o r e mark in 19 81 r e a c h i n g a f i g u r e of Rs, 2 0 8 , 3 4 c r o r e » 
The t o t a l a s s i s t a n c e s a n c t i o n e d by t h e c o r p o r a t i o n 
i n t h e l a s t 4 y-^ars amount-t-d t o .••:. 7 7 6 . 7 8 c r o r e . . / h e r e a s 
t h e c u m u l a t i v e a s s i s t a n c e sanc t ioo^? t r "Sy i t s i n c e i n c e p t i o n 
up t o t h e end of 19 8 2 i s ::s, 1 5 5 3 . 5 1 c r o r e . Thus t h e 
s a n c t i o n s made i n t h e l a s t 4 y e a r s a r e a p p r o x i m a t e l y 
e q u a l t o S a n c t i o n s made in f i r s t 30 y e a r s . Thus t h e 
o p e r ? . t i o n s o l t h e c o r p o r a t i o n i n t h e l a s t 4 y e a r s may 
b e c o n s i d e r e d as a l a n d m a r k in t h e l i f e h i s t o r y of I T C I . 
C: 4 
The data pe r ta in inn to i t s opera t ionss tnce i t s 
incj^ption are presented in r c b l - 1, I t is observed t h a t 
the ^cumulative assistanc-^ sanct ioned and disbursod_^ 
regarding losn3 accounted for a major share ol trie 
a s s i s t ance from the corpora t ion . The t o t a l loans 
SvBnctioned and disbursed upto June 1982 are -is, 1378,28 
crore and :'^ , 1021,01 orore r(=?spectively. This c o n s t i t u t a s 
88.7 2% of the t o t a l sanct ions and 90.99>P of the t o t a l 
disbursements. 
The unden-;ritina of shares /debentures occupied 
second place fOj-lov/ed by guarantees . The t o t a l amount 
underv/ritten by the corporat ion during 34 years was 
Rs. 115.08 c rore , c o n s t i t u t i n g 7.4;i of the t o t a l s anc t i ons . 
But looking to the disbursement s ide corporation Disbursed 
only P>3, 47,93 crore equal to 4,27% of the t o t a l disbursement, 
V7hich is higher than the amount disbursed by v/ay of 
guarantees i , e , Rs, 53,16 core or 4,7 3% of tiie t o t a l 
disbursed amount. 
Higher s i de of loans ' amoMnt than underv/t t t ten 
amount shov.'S tha t t-he corporat ion adopted a s t r a t e g y 
of non-involveiuent as far as xjosslble in the a f f a i r s of 
a s s i s t ed concerns. 
Operations : 
The main ob jec t of IFCI vvas t o mc^ et the need of 
indust ry t o r permanent and long-term funds in the 
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pr iva te sec to r . But sribseqv>"ntlv the sco;.'=^ oi i t s 
ope-rat ion of the corporat ion has been extended to 
publ ic , j o i n t and co-foperative s e c t o r s . IFGI also 
providerj funcc on a s e l e c t i v e b a s i s to j o i n t , publ ic 
sec tor e n t e r p r i s e s , AE r-t the end of June 82 (during 
34 years c;' i t s oper. ecion) out oi 1572 a s s i s t e c 
i n d u s t r i a l p r c j a c t s , 3'/5 in p r i v a t e s ec to r , 159 in 
p-ibllc sec to r , 123 in j o i n t sec to r and 215 in 
co-operat ive s ec to r , p^ercentage wi:e .:":istrlbi?tion out 
or t oca l a.."!Ount sanction^:" is - p r i v a t e sec tor 73 . Iv^ ;., 
public sector ll,96;'o. J o i n t Gecto. 10,70% and co-opera t ive 
sector 14.03/3. o,-ctor v;ise -nis t r i buticn of f i n a n c i a l 
assibtrjnce sanctioned in 1949-8^ i s Bnown in Tabic 4 . 
Currcni: i."ear Deta : 
As sncv/n by the annual r epo r t of: IF CI for the 
year ending Juno 32 f inanc ia l a s s i s t ance sanct ioned 
by the I?GI pjring ly81-82 amountic to Rs, 265,51 c ro re 
for 290 projects as against Rs, 208,34 c ro re sanct ioned 
for 253 projec t? in the previous years shoving an 
increaee of 27%. Dieburscment in 1981-82 a t :^:. 187,14 
crore was higher by 46,4 percent compared to fts. 127,84 
crore in the precedino vear . 
1-- ii JO 
lUrER^oT RAT2 STRUCTURZ AND UrHSR 
ca^; J:.S C:^  IF CI 
1. I n t e r e s t Rate 
( i} Basic 1 en di n g r a t e 14 . 0 0 
in) Concessional rates; 
ie) to new u n i t s in s p a c i f i e d 
backward a r e a s upto ?a. 2 
c r c r e s to a u n i t in t h e 
agg rega t e 12,50 
(b) under t h e s 6 f t loan scheme^ 12,50 
C i i i ) Br idg ing l o a n s : 
(a) ncrmaj. loans 15,00 
(b) to ne\v' u n i t s in s p e c i f i e d 
back'ward a r e a s u tpo i^.2 
c r o r e to a u n i t in t h e 
a g g r e g a t e 13,50 
(c) on s o f t component under 
the s o f t loan scheme 13,50 
(iv) Foreign currency loans 
(a) Mormsx 14,0:^ 
(b) to nev; j n i t s in s p e c i f i e d 
backv/ard a r ea upto s . 2 
c r o r e to a u n i t i n t h e 
.ggregate 12,50 ,-),->• n • 
other Gharg'-::; 
Underwr i t ing cornralr^s ion 
Debentures 
C-; r iomai 
(b) BacXv;ara a r e a s 
Shares 
( a ) NoxTnal 
(b) Backv/ard a reas 
Guarantee commission 
(a) Normal 
ic'j . i^vrard a r e a s 
- , 4 U 
2.50 
1.25 
p e r c e n t on 
amount 
uncierv/r i t to i 
1.00 p e r c e n t 
O.bO annum 
SV 
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1 9 5 7 - 6 1 
19 6 2-66 
1967-69 
197 0-74 
1 9 7 5 - 7 8 
1979-82 
Gxl^isu TO 
t a n c e 
i n g 
TAi-. 
TABLE -
> i a n t i o n e d d u i 
l i o a n s 
3 . 1 2 
2 7 . 0 2 
5 1 , 1 3 
1 1 7 . 7 5 
5 1 . 6 8 
1 4 9 . 8 9 
2 5 8 . 9 4 
7 1 3 . 7 5 
1 3 7 3 , 2 3 
1 
r i n a t h e Pe ; 
U n c l e r -
w r i t i n g 
— 
-
3 . 5 7 
1 7 . 2 2 
5 . 7 7 
1 2 . 4 4 
2 0 , 7 7 
5 5 . 3 1 
1 1 5 . 0 8 
r i o d 1 9 4 9 -
G u a r a n -
t e s s 
_ 
-
1 6 . 3 0 
2 9 . 4 8 
5 . 2 7 
1 . 1 0 
0 , 2 S 
7 . 7 2 
6 0 . 1 5 
-82 
T o t a l 
8 . 1 2 
27 , 02 
7 1 , 0 0 
1 6 4 , 4 5 
6 2 , 7 2 
1 6 3 . 4 3 
27 9 . 9 9 
7 7 6 . 7 3 
1 5 5 3 . 5 1 
SOURCE : The Economic Times D a t e d 22nd N o v . , 1 9 8 2 , 
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F i n a n c i a l 
Y e a r e n d i n g 
J u n e 30 
1 9 4 9 - 5 1 
195 2 - 5 6 
1 9 5 7 - 6 1 
19 6 2 - 6 6 
1 9 6 7 - 6 9 
197 0 - 7 4 
1 9 7 5 - 7 8 
1 9 7 9 - 8 2 
GRAND TOTAL 
SOURC£ : Th( 
TABLii -
A s s i s t e d c e a i 
1949 -
L o a n s 
5 . 7 9 
1 0 . 9 4 
4 0 . 6 2 
9 5 . 2 6 
7 5 . 5 7 
1 2 3 . 6 1 
1 9 8 . 9 0 
4 7 0 . 3 2 
1 0 2 1 . 0 1 
s E c o n o m i c Tin 
2 
£ b u r s e c J u r i n q t h e 
82 
\es 
U n d e r -
w r i t i n g 
_ 
-
1 . 3 2 
1 4 . 0 3 
5 . 6 4 
6 . 4 7 
1 0 . 2 8 
1 0 . 2 0 
4 7 . 9 3 
D a t e d 2 2i 
G u a r a n -
t e e s 
_ 
-
1 5 . 1 1 
2 6 . 8 0 
8 . 5 3 
1 . 3 1 
0 0 . 3 4 
1 . 0 7 
5 3 , 1 6 
nd N o v . 
p e r i o d 
T o t a l 
5 . 7 9 
1 0 . 9 4 
5 7 . 0 4 
1 3 6 . 0 9 
3 9 . 7 4 
1 3 1 . 3 9 
2 0 9 . 5 2 
4 8 1 . 5 9 
1 1 2 2 . 1 0 
. 1 9 8 2 . 
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TABLE . 3 ( A ) 
F inanc ia l Ass i s tance Sanctioned and Disbursed Year 
wjse during the period 1979-82 
S A N C T I O N S 
'^QURCei : The Economic Times dated 22nd Nov., 1982 
TAiiLE - 3 ( B ) 
60 
Year-
J u n e 
1 9 7 9 
1 9 8 0 
1 9 8 1 







1 3 9 . 7 6 
1 4 4 . 6 1 
1 9 0 , 4 9 
2 3 8 . 8 9 
7 1 3 . 7 5 
U n d e r -
w r i t i n g 
9 . 6 6 
8 . 9 0 
1 7 . 1 5 
1 9 . 6 0 
5 5 . 3 1 
G u a r a n -
t e e s 
-
-
0 . 7 0 
7 . 0 2 • 
7 . 7 2 
T o t a l 
1 4 9 . 4 2 
1 5 3 . 5 1 
2 0 8 . 3 4 
2 6 5 . 5 1 
7 7 6 . 7 8 
Y e a r 
J u n e 
1 9 7 9 
1 9 8 0 
19 8 1 
1 9 8 2 
(21AKL 
e n d i n g 
30 
» TOTAL 
D ! • a 
Loar 
6 8 . 
9 2 . 
1 2 5 . 





• 5 6 
• 7 0 
. 6 0 
. 3 2 
R S E M E 
Under-




















T o t a l 
7 1 . 
9 4 . 
1 2 7 , 
1 8 7 , 
4 8 1 , 
. 8 1 
. 8 0 
, 8 4 
• 1 4 
. 49 
SOURCE : The Economic Times dated 22nd Nov.* 1982, 
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'XrtBLi-i< >- 4 
S e c t o r v ; i so F i n a i i c i a i A s s j r t a n c o i - r o v i c l a d - 1 9 4 9 - B 2 
S e c o t r A m o u n t i n P e r c e n t a g e Mo. o f p r o j e c t 
Ci~ore v j i t n a g g r e - a s s i s t a t e d 
g a t e a s s i s -
t a n c e 
P r i v a t e 9 7 9 . 3 3 13,lQyi, 8 7 5 
P u b l i c 1 8 5 . 9 2 1 1 . 9 6 % 159 
J o i n t 1 6 6 . 3 7 1 0 . 7 0 ? i 123 
G o - o r p o r a t i v e 2 2 1 . 8 9 1 4 . 0 3 / ; 216 
GR..i;D IDTAL 1 5 5 3 . 5 1 137 3 
SOUrlGi:: : The S c o n o m i c T i m e s d a t e d 22nd N o v . , 1 9 8 2 , 
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OQNGLUSION; 
Although Government s e t - u p f i n a n c i a l i n s t i t u t i o n s 
'to encourage new e n t e r p r e n e u r e s and so p u t t i n g count ry i n t o 
r a p i d i n d u s t r i a l i ^ s a t i o r u Yet m u l t i p l i c i t y of i n s t i t u t i o n a r e 
ofteif used by e n t r e p r d n u r s a s a means of m a l p r a c t i c e s , 
F i n a n c i a l i n s t i t u t i o n s by way of window d r e s s i n g of t h e i r 
accounts show p r o f i t s and pay income t a x t h e r e o n . But on 
a n a l y s i s one c^n gound t h a t maximum p o r t i o n of t t e o u t s t a n -
ding i s t i e d up i n s i c k u n i t , jinnual r e p o r t s do n o t t a k e 
account of t h i s f a c t . This i s e v i d e n t from incresi,sing i n c i -
dence of d e f a u l t s i n repayments of loan and i n t e r e s t t h e r e o n 
The grav i ty of the s i t u a t i o n can be a n t i c i p a t e d t h a t out of 
t he e n t i r e c r e d i t of t h e o rde r of thousand ,of- c ro re not more 
than ^0 per c e n t of t h e amount due in "a p a r t i c u l a r y e a r a r e 
r ecovered in t h a t yea r and the ba lance 60 p e r c e n t i s e i t h e r 
rescheduled or d e f a u l t e d or w r i t t e n off as i r r e c o v e r a b l e . 
This i s making t h e f i n a n c i a l p o s i t i o n of t h e s e b o d i e s from 
bad t o worse . With the r e s u l t t h a t they have t o r e s o r t t o 
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mpve and more borrowing a t rates prevailing in the market. 
13 most of these borrowing are from within the banking 
c i r c l e , a vicious c i rc le is created. I t is obvious that 
unless drastic and inimediate steps are taken to remedy th i s 
s ta te of af fa i rs , the entire |dif ic«of banking and f inancial 
Ins t i tu t ion would be thrown into serious jeopardy. 
